International Journal of Accounting & Business Finance
Vol.7.No.1 June 2021

DETECTION OF EARNINGS MANIPULATION; EVIDENCES
FROM SRI LANKA

M.R.P. Wijesinghe and W.T.N.M. Perera and K.A.D.H. Yashodha
University of Kelaniya Sri Lanka

ABSTRACT

Stream of literature on earnings management highlighted managers' opportunistic behavior
to manipulate financial information with the view of extracting numerous unethical benefits.
The purpose of this study is to investigate whether earnings manipulation exists in Sri Lanka
as fabricating earnings which adversely triggers to the economy as a whole. We utilized
Beneish model in our study as this model is a widely accepted, successful and important fraud
sensitive indicator in detecting earnings manipulation under specific accruals method. As the
sample, we considered twenty listed firms from Colombo Stock Exchange (CSE) for the period
of 2013 to 2017 on quarterly basis. Days Receivable Index (DSRI), Gross Margin Index
(GMI), Asset Quality Index (AQI), Sales Growth Index (SGI), Depreciation Index (DEPI),
Sales General and Admin Expense Index (SGAI), Leverage Index (LVGI) and Total Accruals
to Total Asset Index (TATA) were used to calculate the M-Score of the model which determines
the susceptible companies where earnings manipulation could exist. Results, reveals that
earnings manipulation exists in the entities listed on CSE at different degrees based on
financial structure of such companies operating in different sectors. Our findings facilitate
regulatory authorities to enhance effectiveness of standard-setting and monitoring to
eliminate dodges where earnings could be manipulated. In addition, the study contributes to
the knowledge base of academics and policymakers to make effective economic decisions.
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1. Introduction decisions due to the stewardship of
accounting (Amr et al., ; TASB, 2018).
Apart from the above role, financial
reporting helps best performing companies
to distinguish themselves from the poor
performing companies, hence that
investors could be able to make efficient
) 3 resource allocation within the economy
play a mgor rolc? as they use tl.le financial (Healy & Wahlen, 1999). Not only that,
information p rov1dec'1 by acco.unt.mg as akey Nakashima (2019) emphasis the important
factor when making their investment of earnings information for the managers.

Financial information plays a vital role in the
current context of the business world as it
severely affects the decision-making process
of the stakeholders (Mushinada, 2019).
Among the number of various stakeholders
who uses financial information, investors
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